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modified, should they be admitted, in different ways accord-
ing to their detailed nature. It is important to add, however,
as Ramsey's mathematics imply,1 though he does not explicitly
say so, that, if and in so far as the State spends its revenue
on commodities of a kind not purchased by the public (and,
of course, not themselves subject to tax), e.g. battleships, the
rule that the taxes imposed should be such as to reduce all
sorts of production subject to tax in equal proportions holds
good in exactly the same way as it would do if the State spent
its revenue on different commodities in the same proportion
as the public.
§ 9. What then, in the conditions supposed, is the system
of taxation that will reduce the production of all taxed goods
in equal proportions ? Obviously when several commodities
have interdependent demands and supplies, the answer in
respect of any given revenue will vary according to the nature
of the interdependence. In certain circumstances some com-
modities may need to be subjected to a negative tax, i.e. a
bounty. For example, a reduction in the supply of sugar
consequent upon taxation might so affect the demand for
very sour types of damsons that without a bounty on these
it would be impossible to prevent their production falling
off in a larger proportion than the production of sugar.2 Tor
such cases any formula for relating together the appropriate
rates of tax would need to embody elements describing the
detailed character of the interdependencies of demand and
supply actually existing.
§ 10. On the assumption — a highly unrealistic one, no
doubt — that the demand and supply schedules are all com-
pletely independent, a very simple formula, built upon the
elasticities of these independent demand and supply schedules
in respect of the quantities that would be produced and sold
in the absence of any taxation (beyond the taxes considered
in the last chapter), can be found. Writing 77 (defined as
negative) for the elasticity of demand in respect of pre-tax
output, er for the corresponding elasticity of supply 3 of the
1 Cf. Economic Journal, March 1927, p. 60.
8 Cf. ibid., p. 54.
8 I have substituted this notation, to which I am accustomed, for that
employed by Ramsey. It should be observed that whereas he, following
Marshall, defines elasticity of demand as (small) proportionate increase of
quantity divided by (small) associated proportionate decrease in price, so

